and Economic Liberalization. It has been presented as a panacea for ailing economies and as a necessity for continuing economic growth. The problems faced by developing economies has been attributed to excessive state control, stifling of competition and inefficient and loss making state enterprises. Thus, the international organizations, the industrialized countries and a large part of academia is presenting market liberalization as the only option for these economies. For the most part, increasing number of developing countries are accepting this path to economic growth.
It is 15 years, since the start of the economic reform program adopted by India. The program, started in part due to an economic crisis, has now been projected as the path for India's prosperity. There seems to be widespread acknowledgement of the need for such reform programs and the desire to, not steer off course. The reform program is seen as being instrumental in breaking the cycle of 3.5 percent growth rate (often referred to as the Hindu rate of growth) and moving into higher spheres of economic growth.
It is thus necessary to evaluate the impact of these economic policies on the regional disparity that has existed in India. Several scholarly works have been written about the problem of regional disparity in the Pre-reform period (Srivastava 1991; K.R.G. Nair 1982; * Assistant Professor, Department of Economics, Valparaiso University Ashok Mathur 1983 Mathur , 1987 Raj Krishna 1990; Choudhury 1992; Raman 1998) . The post reform analysis of the regional disparity problem has been an ongoing process, hence the need to examine this issue after 15 years of market liberalization. This paper will examine the regional impact of the liberalization program using several criteria, State Domestic Product, availability of infrastructure, Foreign Direct Investment and Human development indicators. It will be shown that the problem of regional disparity is, not restricted to a specific aspect of the Indian economy but, more pervasive.
The paper is divided into 3 sections. In section one, I will discuss the present reform program. I will also present evidence of the uneven nature of the Foreign Direct Investment. In section 2, I will present evidence of regional disparity in the post reform period. This will be done using tests such as the Coefficient of Variation, Standard Deviation of Logarithm and the State Relative. In section 3, I will explore some possible policy options that will help alleviate the problem of disparities in India.
Economic Liberalization Program ( 1991-2006):
Economic liberalization in India is not a phenomenon of the nineties, infact it was set in motion in the eighties. Cushioned by a healthy foreign exchange reserve and an increase in food reserves 13 ; the government decided to embark on a path of selective liberalization in early eighties. Import controls were relaxed in the automobile sector (although the impact was seen more in the two wheeler market than the car industry) and some high tech sectors. Licensing rules were relaxed in some areas.
The immediate impact of these policies was an increase in the growth rate of the GDP, during the eighties the average growth rate was about 5.6 percent. The primary, secondary and 13 The food reserve was primarily due to the success of the Green Revolution.
tertiary sectors grew at rates of 3.5, 7.0 and 6.7 percent respectively, between 1980 3.5, 7.0 and 6.7 percent respectively, between and 1991 3.5, 7.0 and 6.7 percent respectively, between ( Nagaraj 1997 . However, this growth was accompanied by two problems, one, the government was increasingly relying on deficit financing and second, the influx of imports was being financed by increased private sector borrowing. During this decade the Indian economy relied on institutional and commercial lenders and the private remittances from its citizens abroad.
By 1991, the Indian government faced a balance of payments crisis. The government had less than a month worth of foreign exchange reserves left. It had to pledge gold in order to meet some of its short term commitments. The government had no choice but to request emergency loans from the IMF and the World Bank. These loans were granted in lieu of conditionalities that India was forced to agree to.
Thus started the second round of liberalization, which was precipitated by actions taken during the first round of reforms. India took several steps as part of the reforms, some of these policies are summarized below:
a. Relaxing the licensing procedures.
b. Increased foreign equity stakes in Indian firms. In many cases more than 51 percent ownership and in some industries such as power, telecommunications, oil exploration and infrastructural projects it was 100 percent.
c. Regulations governing foreign financial capital flows were relaxed. This was done in the assumption that an influx of foreign capital would alleviate the credit crunch.
d. Tariff structure was revised, the average tariff rate was reduced to 50 percent from 150 percent prior to the reform process.
e. Introduction of current account convertibility.
f. Devaluation of the rupee g. Drastic reduction in government expenditure on social programs.
h. Private banks were allowed the capability of setting lending rates.
The impact of the reform programs can be seen in terms of the growth rates and other indicators. During 1991-1996 period, it is estimated that the GDP grew at 5.3 percent.
The primary, secondary and tertiary sectors grew at 2.5, 6.3 and 6.8 percent respectively.
The sectors that registered significant growth were Banking and Insurance, Electricity,
Trade and hotels and Financial institutions (Nagaraj, 1997) .
Foreign Direct Investment and economic growth:
The Indian government relaxed the rules governing foreign investment in India, in the hopes that much needed foreign exchange would flow into the economy. The foreign investment is divided into two categories, sectors that require licenses and the sectors that do not require licenses. In order to invest in a licensed sector, the firm has to fulfill several criteria and obtain a license to operate. This is fulfilled by filing a LOI ( Letter of Intent)
In the sectors that do not require a license, the firm has to file a IEM (Industrial Entrepreneur's Memorandum). These sectors do not require any other permission from the government.
The amount of capital India received was significant in comparison to pre-reform capital inflows. However, in comparison to other countries, the amount India received was nothing spectacular. For instance, in 1991 alone China received $43 billion, Malaysia $34 billion, Indonesia $14 billion. India, by contrast has received a total of about $37 billion from 1991-2006 14 . Even though India has lagged behind many other countries in attracting FDI, this amount has grown at an annual rate of 33 percent (see Table 1 ). The FDI that the states have received are not entirely invested yet and many of the projects seem to be waiting for funds to arrive. The problem with the existing environment of liberalization is that, there exists a wide disparity between the amount of FDI being approved and the amount that is actually invested. Many states have taken a lead in approving a lot of projects that could potentially bring in a lot of money and create jobs however, the actual money invested has often been a fraction of the amount approved. Table 2 , shows the disparity in the amounts approved and actual investment. It also highlights the uneven distribution of investment across states.
In the first decade of the reform process, the traditional industrial centers of India, West Bengal, Maharashtra and Gujarat have done well. The approval of IEM's and LOI's, puts Maharashtra and Gujarat at the top. Between them they have 38.6 percent of the overall investment approved. As a share of the approved amount being actually invested, Maharashtra and Gujarat are again among the leaders, with approximately 32 percent of the total being invested in these two states. West Bengal has a share of only 3.5 percent of the overall investments approved in India, however it has a share of 14.5 percent of the overall money being actually invested. Thus it fares much better than most other states in getting the approved projects being actually implemented. percent of the total investment and the three southern states of Tamil Nadu, Karnataka and Andhra Pradesh have attracted 16 percent of the total investment ( see Table 3 ). These Although the link between FDI and economic growth is not very clear, one can certainly surmise that the inflow of investment money and the creation of employment does have an impact on the states economy. Therefore any increase in the influx of funds directly relates to the economic performance of a state today and most certainly in the years to come. This is corroborated in the study done by Ghosh and De, where they show that there exists a positive relation between FDI and state level income. The rising disparity in the state income can be attributed to the FDI inflows in India.
Inter-State Disparities in the post reform period:
Evidence of regional disparity in India is well documented. The evidence presented here suggests that the problem of regional disparities has only worsened over the last Table   4 ) Table 4) The disparity between states can be seen in Per Capita Agricultural output and Per Capita Manufacturing output. In both these variables, the coefficient of variation and the standard deviation has increased. Using data put forth by the CSO for 1993-1999, it can be seen that the trend is for an increase in the disparities between states. ( See Table 5 ) 1993-94 1994-95 1995-96 1996-97 1997-98 1998-99 1999- 99  91  100  86  82  80  79  78  72  Meghalya  78  76  80  76  75  78  80  81  79  Tripura  63  59  61  62  65  68  71  80  85  West Bengal  77  78  80  79  80  80  83  84  86  Andhra Pradesh  84  84  86  85  78  83  84  87  88  Kerala  90  93  93  90  86  88  90  90  89  Sikkim  86  78  81  82  87  88  91  91  93  Himachal Pradesh  89  93  94  91  92  92  98  94  95  Karnataka  89  89  89  90  90  96  97  102  96  Nagaland  104  103  103  99  98  83  78  98  97  All India  100  100  100  100  100  100  100  100  100  Tamil Nadu  102  109  108  104  107  106  108  111  106  Gujarat  111  126  124  132  124  125  118  107  110  Haryana  126  127  123  126  118  116  118  118  118  Maharashtra  138  133  141  134  132  129  135  121  122  Punjab  144  140  139  137  131  131  132  129  126  Andaman &  Nicobar  173  177  164  159  156  132  136  135  131  Pondicherry  111  106  105  135  166  176  172  190  191  Delhi  206  214  204  209  223  217  213  225  221  Goa  188  186  191  206  196  232  225  228  230  Chandigarh  224  230  240  248  242  244  244  237 Table 6 ) This increase in disparity is often attributed to several factors, most important among them being the availability of Infrastructure. Ghosh and De (2000) , explore the question of whether the availability of infrastructure or lack thereof has contributed to the disparity between states. Their study concludes that the pre-reform period undeniably shows strong linkage between inter-state disparities and the availability of Infrastructure.
It is not surprising to see that states that possessed better infrastructure were able to grow faster and those with poor infrastructure lagged behind. The poorer states are saddled with several problems, among them the lack of physical infrastructure is the most important, such as installed capacity of power, telecommunications, roads and railway. However, the other factors that tend to hold back the states include high birth rate, high illiteracy, high infant mortality, lack of proper health care facilities, lack of availability of bank credit for businesses and others. The following table shows the relative infrastructure development index. The index shows many of the poor states lagging behind the national average and have failed to show any improvements. Based on both an overall infrastructure index and a Human Development index, the poorer states are lagging behind the national average. This in part can explain, why the industrialized states are able to attract foreign investment and hence more jobs into their states. (See Table 7 and 8) It is clear that the post reform period has not altered the spatial pattern of economic development in India. Regional disparity has been a problem in India, since independence and the last 10 years have not changed that. Although the reform program was not explicitly adopted to address this issue, it can be seen that it has not helped alleviate it. If anything it is setting the stage for further deterioration of regional disparity. It is therefore important for the policy makers both at the centre and the state to give serious considerations to this issue.
The problem needs to be addressed from several fronts. Infrastructure is one of them. The Centre should take an active role in ensuring that the disparity between states in Infrastructure is reduced. It is the opinion of this author that Infrastructure development is an important key to solving the regional disparity problem. However, eliminating the differences in infrastructure involves a significant lag period. During this time it is likely that the disparity will increase. The immediate changes that can be enacted could be in terms of power generation, telecommunications, roads and rail services. These facilities can be provided in a much shorter time period. Other factors such as improving literacy, lowering population growth, improving health care facilities and increasing the access to such facilities by all, will take time. However, the centre can begin assisting the states in these areas as well.
The Centre will have to use its planning commission and Finance commission disbursements to reverse the trend of widening disparities in Infrastructure. Since Independence, the commissions have not been known, for their equitable treatment of states, however in the present situation, they would have to favor the poorer states over the richer states.
The second front in this effort, should be to attract foreign investment. It is clear that foreign investment and technology will be reluctant to explore opportunities in areas that are not as developed. However, with central and state assistance, it would be possible to achieve this. This is obviously not a new recommendation and states have been using this for some time. However, the centre should play an active role in attracting funds to more disadvantaged regions. It is possible to make an argument that the competition between states, in attracting foreign investment could be harmful to the states. However, as the global and domestic markets are large enough they can accommodate new entrants.
The third front is to forge a new relationship between the centre and the states and the transformation of market economy. State run enterprises need to be reevaluated and efficiency should be promoted. State intervention is crucial in this effort. The state and the centre should have the will to make the tough choices to evaluate and either eliminate inefficient state enterprises or make them efficient. As mentioned by C. Rangarajan (2001) ,
The New Economic Policy of India has not necessarily diminished the role of state; it has only redefined it, expanding it in some areas and reducing in some others. As it has been said, somewhat paradoxically 'more market' does not mean 'less Government', but only 'different Government'. However, if the public sector is truly to play its role, it needs to improve its efficiency and productivity and generate the necessary surpluses as were originally envisaged. It is only an efficient public enterprise system that can enable the Government to meet its social obligations. If one hears the word 'market' mentioned more often these days, it was only because 'market' was very nearly a dirty word in this country for well over four decades. What is needed is an optimal mix of 'market' and 'State'.
